Affordable Housing In London by Davis, Ian
Lehigh University
Lehigh Preserve
Volume 36 - The United Kingdom On The Brink Of
Brexit (2018) Perspectives on Business and Economics
2018
Affordable Housing In London
Ian Davis
Lehigh University
Follow this and additional works at: https://preserve.lehigh.edu/perspectives-v36
This Article is brought to you for free and open access by the Perspectives on Business and Economics at Lehigh Preserve. It has been accepted for
inclusion in Volume 36 - The United Kingdom On The Brink Of Brexit (2018) by an authorized administrator of Lehigh Preserve. For more
information, please contact preserve@lehigh.edu.
Recommended Citation
Davis, Ian, "Affordable Housing In London" (2018). Volume 36 - The United Kingdom On The Brink Of Brexit (2018). 11.
https://preserve.lehigh.edu/perspectives-v36/11
23
Introduction
 A major concern in the UK, particularly 
in London, is the shortage of affordable 
housing. First-time buyers at the bottom of 
the housing ladder struggle to establish steady 
footing, and both the private and social rent 
sectors are experiencing rising rents combined 
with reduced housing subsidies from the 
government.
 In recent years, London has encountered 
the dilemma of a rising population and a lack 
of sufficient, affordable housing. London’s 
population stood at approximately 6.5 million 
at the turn of the twenty-first century; in 
2018, it stands at just under 9 million and is 
expected to grow to 10 million in the next ten 
years (Greater London Authority, Housing…, 
Figure 1.1). Although London has historically 
had a sufficient housing supply, the surplus of 
dwellings compared to household demand has 
narrowed as of late. Since 1997, the numbers of 
jobs and people in London have grown by 40% 
and 25%, respectively, while the number of 
homes built has grown by a mere 15% (Greater 
London Authority, Housing…, Figure 3.2). 
Without an adequate number of new homes 
being built, it is quite possible that London 
will lack sufficient supply to meet growing 
demand. As demand continues to grow, it can 
be expected that prices in the real estate market 
will continue to soar. Such factors are likely to 
squeeze out families, particularly those in the 
lower quintile of earnings. 
 To address these concerns, London Mayor 
Sadiq Khan aims to make housing genuinely 
affordable and reform the planning system 
for Londoners in the next five years through 
his Affordable Homes Programme. Failure to 
confront this housing challenge would have 
widespread implications. Without adequate, 
affordable housing, working in London becomes 
more difficult. Without workers, businesses 
have trouble functioning. Thus, it is imperative 
that London resolve this issue and develop a 
strong foundation on which the economy can 
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ultimately thrive. Naomi Smith, executive 
director of campaigns at London First, a 
business membership organization, explained: 
“Khan’s #LondonIsOpen campaign isn’t yet a 
reality, because London is only open to those 
who can afford to live here. With average rents 
topping £1,700 a month, too many workers are 
being priced out of the capital and it’s hurting 
employers’ ability to recruit and retain talent” 
(Featherstone). Although Mayor Khan’s plans 
are a step forward in finding a solution, he 
should look to free up brownfield land while 
revising down his 35% threshold for future 
developments. 
The Landscape of Affordable Housing 
in London
What Is Affordable Housing?
 Although the meaning of affordable 
housing can vary, affordable housing, as 
defined by the Mayor of London, is “social 
rented, affordable rented, and intermediate 
housing, provided to eligible households 
whose needs are not met by the market...with 
eligibility determined based on local incomes 
and local house prices” (Greater London 
Authority, The London Plan…). Additionally, 
the following analysis considers the role of 
the owner-occupied market as well as the 
private rented sector, as both have experienced 
dramatic transformations and are likely to see 
their roles continue to change.
The Owner-occupied Market and 
Sale-only Products
 The owner-occupied sector, which 
has experienced a dramatic downturn in 
comparison to the private rented sector, can 
be broken down into two groups, those who 
own their home outright with no mortgage 
and those who currently have a mortgage. As 
a percentage of the various housing options in 
consideration (including the rental market and 
intermediate housing options), homes owned 
outright (with no mortgage) have remained 
stable over the past few years, while the 
percentage of homeowners with a mortgage 
has decreased dramatically (Greater London 
Authority, Housing…, Figure 1.5). Despite 
historically low interest rates, not only do 
potential homeowners lack the cash on hand to 
make the upfront payments for a home but also 
available credit has dwindled. There has been 
a squeeze on mortgage credit, as lenders are 
simply being more conservative with lending 
money (Scanlon and Kochan). The inability to 
borrow a sufficient amount of money to finance 
a home has put a strain on home ownership, 
specifically for those who cannot afford to front 
a large down payment.
 Products such as starter homes and 
discounted market sales serve as the main for-
sale options for affordable home ownership. 
Starter homes, which were recently brought 
under the definition of “affordable” in a 
national government white paper on fixing 
England’s housing market, are meant to 
serve first-time buyers between the ages of 23 
and 40 who qualify for a mortgage but have 
a maximum household income of £90,000. 
These homes should not exceed £450,000 
and should be sold at a 20% discount on the 
market value (Home Builders Federation). 
Starter homes are a rather new option in the 
London housing market, as building for these 
homes has only begun in 2017. Discounted 
market sales, which are also sold at a 20% 
discount of the market value, also continue 
to be tested in London. Affordable housing 
schemes in London, specifically those that are 
sold or rented at a discount, typically receive 
government subsidies during construction.
 Although financial strain has clearly 
served as a deterrent to Londoners taking 
on home ownership, a shift in consumer 
tastes toward shorter tenures can serve as 
an additional explanation for the decline. 
Londoners, in particular those who are 
younger and have yet to start a family, may 
simply prefer the attractiveness of the rented 
sector and short-lived tenures.
The Rental Market
 The financial crisis of 2008 led many 
home-seekers in the market toward the rented 
sector rather than the owner-occupied sector. 
Specifically, the affordable and social rent 
segments of the rental market have been a 
dynamic area of affordable housing supply. 
According to the Department for Communities 
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and Local Government, social housing is 
housing rented at below market price to people 
in housing need. Across England, social housing 
has made up approximately 17% of all housing 
(Department for Communities and Local 
Government, National Statistics). Social rented 
housing is owned by registered social landlords, 
specifically local authorities or housing 
associations. As recently as 2017, housing 
associations have been considered public, not-
for-profit organizations. Through last year, 
however, there has been a push to reclassify 
housing associations as private organizations 
to ramp up public borrowing (Pickard and 
Williams). Approximately 4 million homes in 
England are rented from local authorities and 
housing associations, and there are currently 
1.2 million households on the waiting lists for 
social housing. Those who rent in the social 
rented sector have typically seen their rents 
increase faster than earnings, or wages, since 
2001–2002 (Department for Communities and 
Local Government. National Audit Office). 
 Social rents have steadily been on a decline 
as a percentage of all tenures. Specifically, 
around 2008–2009, social rents fell below 
private rents as a percentage of all tenures 
(Greater London Authority, Housing…, Figure 
1.5). During his final years in office, Boris 
Johnson began to phase London out of social 
rents, instead pushing the city toward affordable 
rents, urging housing associations and local 
authorities to set rents at approximately 80% 
of the market value. To many, such as Khan, 
this is not a feasible approach toward “genuine 
affordability.” Many felt that the previously 
utilized social rents were truly affordable 
because of their formulaic approach, in which 
rents were set based on the local wages and 
property values. With such an approach, rents 
typically lingered around 50% of market values 
(Wiles). 
 Private rentals continue to thrive as a 
source of housing. The private rent sector is 
primarily composed of landlords who lease 
to tenants on what are typically short-term 
tenures. After a steep decline through the 1980s 
and early 1990s, private rentals have been on 
the rise and are projected to continue growing 
over the next ten years as a percentage of all 
household tenures. By 2025, the private rented 
sector is expected to converge with and surpass 
the owner-occupied sector (Greater London 
Authority, Housing...).
 Private rentals are an ideal source of short-
term and flexible housing for people across a 
broad spectrum of earnings. Private rentals are 
suitable for those who are at a turning point in 
their lives—starting a new job, starting a family, 
or continuing education—and serve as a nice 
stepping stone on the housing ladder (Clark 
and Huang, p. 325). London has seen a net 
influx of people in their 20s and a net outflux 
of people in their 30s, and data suggest these 
age groups are not residing in the city for long, 
thus seeking out private rentals for their short-
termed tenure and convenience. Moreover, the 
private rented sector covered the largest range 
of incomes, whereas owner-occupied housing 
was restricted to higher-quintile earners, and 
social housing was typically restricted to lower-
quintile earners (Greater London Authority, 
Housing…).
 Private rentals serve as an appealing 
option to a diverse base of tenants. Specifically, 
immigrants from foreign nations seek out 
housing in the private rented sector, as they 
are neither capable of obtaining the financing 
for home ownership nor qualifying for social 
housing via local authorities. Although 
Brexit policies will likely have a direct impact 
on immigration, any sustained influx of 
immigrants will likely have a sustained impact 
on the demand for housing.
 Mayor Khan recognizes that the private 
rental market is the only sector of housing 
that has seen growth in recent years, thus is 
emphasizing continuing to develop the build-
to-rent market. The build-to-rent market is 
driven by professional management groups who 
can more easily guarantee longer tenancies and 
thus greater stability. Such long-term stability 
helps make the build-to-rent market an 
attractive investment for institutional investors 
and caters to a recent preference toward renting 
for long-term tenancy as opposed to making 
the large investment of purchasing a home 
(London Councils, London First, and Turley). 
Intermediate Housing
 Between homeownership and rental 
products lay intermediate housing options. 
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These are products that have both ownership 
and rental components and are offered above 
social rents but still remain below market levels 
(Dyer). There is an array of products that fall 
under the category of intermediate housing. 
Shared ownership and/or equity schemes tend 
to be the most popular, and discounted market 
rents serve as an additional alternative. 
A Set of Refined, Affordable 
Housing Products
 In an effort to meet excess demand by 
ramping up affordable housing in London, 
Mayor Khan has introduced his plan, Homes 
for Londoners: Affordable Homes Programme 
2016-21, which brings three refined, 
affordable housing products to market. With 
these products, Khan is focused on not only 
providing affordable rental options but also 
ensuring that Londoners are being set up 
for long-term security and the opportunity 
to become homeowners. According to his 
initial vision, Khan intends for the plan to 
provide approximately 100,000 new affordable 
homes through 2021. The three products are 
London Affordable Rent, London Living Rent, 
and London Shared Ownership (Table 1). 
The London Living Rent and London Shared 
Ownership products will likely make up two-
thirds of the newly built homes, while London 
Affordable Rent products are to make up the 
rest (Greater London Authority, Homes for 
Londoners…).
 London Affordable Rent is aimed at 
supporting low-income households who are 
typically unable to secure or sustain housing 
on the open market. London Affordable Rent 
homes, per Khan’s policy, cannot be set at 
more than 80% of market rents and reflect 
Boris Johnson’s goal of shifting London away 
from social rents. Khan does not truly believe 
that 80% of market rents is affordable for 
the people pursuing this product and thus 
presumes that rents will be set at a much lower 
rate by local authorities. To ensure that rents 
are aligned with inflation, the rents are to be 
based on benchmarks which reflect formulaic 
Table 1
Overview of Mayor Sadiq Khan’s  
Affordable Homes Programme, 2016–2021
London Affordable Rent London Living Rent London Shared Ownership
What is it? Rents cannot be set at 
more than 80% of market 
rents
Ward-specific rent levels 
based on median gross 
household income for  
that borough
Homebuyer purchases 
a share in a new home; 
regulated rent on the 
unsold share
Rent or 
own?
Rent Rent, transition to 
ownership
Hybrid between rent and 
ownership
At whom is 
it aimed?
Those who are incapable  
of obtaining housing in  
the open market
Those who are ultimately 
looking into obtaining 
homeownership within  
ten years
Those who can support an 
initial purchase of 25%–
75% of the property value 
with a 10% mortgage on 
the share to be purchased 
in the future
Who is 
eligible?
Homes allocated on 
the basis of need, in 
conjunction with  
waiting lists through  
local authorities
Existing private and social 
renters with a maximum 
household income of 
£60,000
Those with a maximum 
household income of 
£90,000
Source: Greater London Authority, Homes for Londoners...
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figures tied to the Consumer Price Index. 
These benchmarks will be updated each April 
to ensure consistency over time (Greater 
London Authority, Homes for Londoners…). 
 The cost of renting in the London 
Affordable Rent category is likely from 
£144.26/week for a studio to £178.18/week 
for a home with five bedrooms, based on 
a formulaic approach that incorporated 
social rents uprated by the Consumer Price 
Index (Greater London Authority, Homes 
for Londoners…). This is, according to the 
mayor’s plan, the option most affordable to 
those with the lowest incomes in London. 
The Social Housing Regulator, whose purpose 
is to promote a “viable, efficient, and well-
governed social housing sector,” will register 
all landlords (typically housing associations 
and local authorities) providing these homes 
and oversee rent-setting guidance (Homes and 
Communities Agency). 
 Mairead Carroll, London external affairs 
manager for the National Housing Federation, 
which represents housing associations, 
explained, “housebuilder members have always 
taken a pragmatic approach and currently 
rent properties at considerably less than 80% 
so that people can live there” (Marrs). Carroll 
explains that the mayor’s approach is not 
new and that housing associations have been 
engaging in this practice for years. Many people 
and organizations recognize the substantially 
high level of rents and are already striving to 
improve affordability. Thus, it is important to 
be mindful of the marginal effect of the mayor’s 
dynamic rent-setting guidance in reducing the 
cost of housing, as this methodology has been 
previously utilized by housing associations. 
 London Living Rent is an “intermediate 
affordable housing product with locally 
specified rents” (Greater London Authority, 
Homes for Londoners...). This product is 
viewed as a rent-to-buy product, where 
submarket rents are used to help tenants save to 
eventually buy their own home. Ward-specific, 
maximum rent levels will be based on one-
third of median gross income for each of the 
boroughs. Although rent levels will be based 
on each borough’s median income, they may 
vary based on house prices in the ward and the 
number of bedrooms in each home. Landlords 
will have the opportunity to let homes at lower 
rents if they so choose. Like the providers of 
London Affordable Rents, providers of London 
Living Rents must be registered with the 
Social Housing Regulator (Greater London 
Authority, Homes for Londoners…). 
 To be eligible for London Living Rent, 
one must be an existing private and/or social 
renter with a maximum household income 
of £60,000 without savings to purchase a 
home. Providers must assess a tenant’s ability 
to purchase a home on a shared ownership 
basis within ten years. However, if no tenant 
has purchased the home within ten years, the 
plan requires the provider to sell the home on 
a shared ownership basis to another eligible 
household (Greater London Authority, Homes 
for Londoners…).
 The third product is London Shared 
Ownership, which “allows a home buyer to 
purchase a share in a new home, and pay 
a regulated rent on the remaining, unsold 
share” (Greater London Authority, Homes 
for Londoners…). Purchasers pursuing this 
product should have a household income that 
can support an initial purchase between 25% 
and 75% of the property’s value as well as a 
10% mortgage on the share purchased. To be 
eligible, purchasers must have a maximum 
income of £90,000, which is in accordance with 
the London Plan (Greater London Authority, 
Homes for Londoners…).
The Delivery of Affordable Homes
 Khan has moved swiftly, having reached 
deals with some of London’s largest housing 
associations, private developers, and London 
councils to bring approximately 50,000 new 
affordable homes to the city in the next four 
years by promising £1.7 billion in funding 
subsidies from the Greater London Authority 
(London City Hall, “Mayor Strikes Deal…”). 
Strategic partnerships were developed with 
a variety of housing associations, and these 
groups estimate that they will be capable 
of providing approximately between 50% 
and 60% affordable homes in their schemes 
(London City Hall; “What Is the New…”) Such 
a deal proves to be a strong foundation for 
Khan’s vision of approximately 100,000 new 
genuinely affordable homes through 2021. 
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 However, a significant challenge is the 
difficulty with which developers and local 
planning authorities can effectively construct 
affordable homes through the planning system. 
Local councils and housing associations serve as 
the main drivers of social housing development 
plans. When considering the percentage of 
affordable homes approved for building to total 
approvals, however, the number is miniscule. 
Since 2010, the number of homes falling into 
the categories of social rent and affordable 
rent has shrunk to approximately only 10% of 
all new approvals (Greater London Authority, 
Housing in London…, Figure 3.12). The 
remainder of new home approvals went on the 
market at normal market rates. There tend 
to be a substantially larger number of homes 
being built by the private sector as opposed 
to not-for-profit housing associations and the 
local authorities (Greater London Authority, 
Housing in London…, Figure 1.7). These 
figures are troubling, as they suggest that 1) 
the private sector has not been held responsible 
for providing truly affordable housing options 
to Londoners and 2) those who do choose to 
provide genuine affordable housing are bogged 
down in overly bureaucratic and long-winded 
processes. 
Reforming the Planning System
 Historically, a lack of transparency 
between planning authorities and developers 
and overly bureaucratic procedures have 
plagued the delivery of affordable homes. 
These are issues that legislators, housing 
associations, and authorities agree require 
reform. In addition to laying out an array of 
refined products to be offered to Londoners, 
Khan is looking to address the issues facing 
the planning system through a set of proposed 
efficiencies, including the utilization of a 
threshold approach and the introduction of 
viability assessments to ensure proficiency in 
all housing development plans.
 The threshold approach introduces two 
distinct routes by which all developers can 
have plans approved: the Fast Track route 
and the Viability Tested route. The route 
depends on whether or not the developer 
meets the 35% threshold of affordable housing 
that will be required for all new residential 
development. The Fast Track route will apply 
to any development plans that meet or exceed 
the 35% affordable housing provision without 
public subsidy, provide housing on-site, meet 
the specified tenure mix, and meet other 
requirements of the mayor’s office and the 
London Planning Authority (LPA) (Greater 
London Authority, Affordable Housing…). 
The purpose of the Fast Track is a quick path 
toward beginning development. 
 The Viability Tested route will be 
implemented for those plans that do not 
meet the 35% affordable housing threshold 
or that require public subsidy to meet this 
threshold. Schemes under this classification 
will be required to submit detailed viability 
information to the mayor and the LPA. Viability 
assessments, developed by the mayor and the 
LPA, are meant to provide greater consistency 
and transparency to both the general public 
and the developers responsible for delivering 
affordable homes. 
 Included in the mayor’s rigorous viability 
assessments are models that “help to assure an 
accurate appraisal of the plan and all affordable 
homes being built, the costs associated with 
building the homes such as professional fees, 
marketing, and finance costs, developer profit, 
and an accurate determination of the land’s 
value” (Greater London Authority, Affordable 
Housing…). These models will ultimately 
increase transparency and urge the developer 
to think critically about how to maximize land 
use. Controversy lingers, however, as both 
housing associations and traditionally private 
developers worry that additional red tape may 
slow down the rate at which homes are actually 
being built. 
Recommendations
 The mayor’s strategic plan creates a path 
to affordable housing for hundreds of thousands 
of Londoners in the next five years and beyond. 
However, two steps must be considered should 
London effectively deliver the number of 
affordable homes that it needs: 1) continuing 
to efficiently utilize space in denser areas of the 
city through newly devised building approaches 
and strategically freeing up brownfield land 
as well as 2) revising downward the newly 
implemented 35% threshold for affordable 
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home development. 
 While research hints at the idea that the 
inner city is overdeveloped and any remaining 
affordable housing must shift toward the 
outskirts of the city (Mace et al.), private 
developers tend to believe that the costs 
associated with such a move are outrageously 
high. Because so many of the Londoners who 
require affordable housing tend to work in the 
city center, expanded outward development 
would require transportation to and from their 
homes. This means greater infrastructure 
investment in roads and railways. Moreover, 
many environmental activist groups, such 
as the Campaign to Protect Rural England, 
are concerned with the cost of destroying 
London’s Green Belt, which is designated rural 
land on the outskirts of the city that serves as a 
home to much of the region’s agriculture and 
wildlife (Campaign…). Khan has expressed a 
commitment to not only maintain this land 
but also expand its coverage.
 Khan must look to brownfield land, 
former industrial or retail space, as an 
additional source of housing. According to 
the Brownfield Land Registrar, a substantial 
amount of brownfield space lies scattered 
across the city’s boroughs. Although much of 
this space is technically private property, many 
of the residential developers building on these 
sites have committed themselves to developing 
affordable homes as a part of their London 
City Hall (London City Hall, “Mayor Strikes 
Deal…”). This is a promising start and should 
serve as the foundation on which Khan can 
utilize vacant city space to provide homes to 
Londoners. 
 The decision to continue development 
within the inner city means denser 
neighborhoods. Although challenging, this 
is the most appealing option to developers, 
who strongly prefer to continue development 
close to the city center. Newly devised building 
designs are a creative necessary to ensure an 
efficient use of remaining space. Developers 
can look to Frankfurt, Germany, a large 
financial hub that is home to a substantial 
number of migrants, for an innovative method 
of affordable housing. According to Nina Adam, 
who has covered the refugee crisis in Germany, 
developers in Frankfurt are introducing 
“homies,” which are small modular homes 
located in unused building plots (Adam). The 
majority of the people taking on these homes 
will be refugees who work in Frankfurt’s service 
sector. Such designs focusing on low-income, 
service sector families may be beneficial in a 
city such as London.
 Additional space can be found in what 
are referred to as “ghost homes,” which have 
either been abandoned by the international 
elite or left to younger generations through 
inheritance but serve as second or third homes. 
It is estimated that London has slightly more 
than 20,000 of these homes (Williams-Grut). 
Khan has discussed taxing these empty homes 
at an extraordinarily high rate to spur the sale 
of these vacancies, but any sort of tax may 
prove ineffective. Although these homes can 
be used in addition to other housing schemes, 
they alone are not enough in number to serve 
as a momentous solution to London’s housing 
crisis. 
 Despite housing associations and local 
authorities appreciating Khan’s vision to 
catalyze affordable housing through the 35% 
threshold approach, meeting this threshold 
may not necessarily be an easy task. One 
problem with the current threshold is that 
such a high proportion of below market price 
housing may not be feasible to investors looking 
to obtain a solid financial return. Historically, 
many international investors have looked to 
London as an opportunity to invest in luxury-
style building that could provide lucrative 
returns. While the threshold approach may be 
helpful in vetting foreign investment, investors 
will be fearful as to whether or not they are 
capable of earning a strong return on genuinely 
affordable, yet lower-margin homes, ultimately 
deterring capital away from London.
 A second problem is that for those 
developers who are willing to take on Khan’s 
new threshold, there may be a struggle in 
justifying viability should they fail to meet 
said threshold. Although Khan has been 
clear in his notions that new homes must be 
genuinely affordable, housing associations and 
traditional private developers alike question 
not only whether the threshold is realistic but 
also what is to be expected of their schemes 
with regard to building standards and code. 
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Many large property developers have asked 
for, but have yet to receive, clarity on what 
they are being asked to deliver to meet the 
threshold (Booth). A spokesman from the 
Home Builders Federation explained that 
“If he (Khan) sets the target too high he will 
potentially see a reduction in overall housing 
supply at a time when we are only building 
half of what we need already” (Booth). Much 
of the proposed building has yet to take place, 
but it would be worthwhile for the mayor to 
consider the marginal benefit that could stem 
from a reduction in the threshold used. For 
example, if a 30% or even 25% threshold is 
used, developers may feel more compelled to 
take on projects, resulting in a larger gross 
number of affordable homes being built.
Conclusion
 The struggle to obtain affordable housing 
is a predicament that has garnered substantial 
attention on local, regional, and national levels. 
As a densely populated hub for global business, 
London in particular has felt this struggle for 
a prolonged period of time. The reforms that 
Mayor Khan is looking to implement can have 
significant implications for local housing 
authorities, private developers, and many of 
the city’s inhabitants. While local authorities 
and affordable housing activist organizations 
such as Shelter are excited for Khan’s vision 
to take shape, large traditionally private 
developers express concern—some over vague 
frameworks and others over the potential for 
a heightened level of bureaucracy. Ultimately, 
the decision to free up private sector land and 
brownfield land as well as reconsidering the 
proposed 35% threshold could have a positive 
impact on the number of affordable homes 
delivered. 
 Although it is a complex matter, afford-
able housing must remain a top priority in 
London, as it can help improve the lives of 
those in various local communities. In times 
of great uncertainty, issues such as housing 
and infrastructure investment will be critical 
in positioning London as a city that can foster 
both national and global growth. Current 
projections, funding goals, and pen-to-paper 
agreements all look promising for Khan and 
his team as they look to curb unaffordability in 
the UK’s most dynamic city. Nevertheless, the 
execution of such plans remains the biggest 
hurdle ahead.
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